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WAR RISK INSURANCE 





MONDAY, JUNE 18, 1956 


Houser or REPRESENTATIVES, 
SUBCOMMITTEE ON Mercuant MAriN&, OF THE 
CoMMITTEE ON MERCHANT MARINE AND FISHERIES, 
Washington, D. C. 
The subcommittee met at 10:50 a. m., pursuant to call, in room 
219, Old House Office Building, Hon. Herbert C. Bonner (chairman) 
presiding. 
Mr. Bonner. The committee will come to order. 
The committee will consider S. 1833, to amend the Merchant Marine 
Act of 1936, as amended. 


(The bill referred to and a letter from the Comptroller General 
follow :) 


[S. 1833, 84th Cong., 2d sess.] 
AN ACT To amend the Merchant Marine Act of 1936, as amended 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 1209 (a) of the Merchant Marine 
Act, 1936, as amended (U. S. C., title 46, sec. 1289 (a)), is amended to read as 
follows: 

“(a) (1) The Secretary, in the administration of this title, may issue such 
policies, rules, and regulations as he deems proper and may adjust and pay 
losses, compromise and settle claims, whether in favor of or against the United 
States and pay the amount of any judgment rendered against the United 
States in any suit, or the amount of any settlement agreed upon, in respect of any 
claim under insurance authorized by this title. 

(2) In respect of hull insurance, the valuation in the policy for actual or con- 
structive total loss of the vessel insured shall be a stated valuation determined 
by the Secretary which shall not exceed the amount that would be payable if 
the vessel had been requisitioned for title under section 902 (a) at the time of 
the attachment of the insurance under said policy: Provided, however, That in 
the case of a construction-subsidized vessel, the valuation so determined shall 
be reduced by such proportion as the amount of construction subsidy paid with 
respect to the vessel bears to the entire construction cost and capital improve- 
ments thereof (excluding the cost of national defense features): Provided 
further, That the insured shall have the right within sixty days after the attach- 
ment of the insurance under said policy, or within sixty days after determination 
of such valuation by the Secretary, whichever is later, to reject such valuation, 
but shall continue to pay premiums upon such Valuation at the rate provided for 
in said policy. In the event of the actual or constructive total loss of the 
vessel, if the insured has not rejected such valuation the amount of any claim 
therefor which is adjusted, compromised, settled, adjudged, or paid shall not 
exceed such stated amount, but if the insured has so rejected such valuation, the 
insured shall be paid as a tentative advance only, 75 per centum of such valua- 
tion so determined by the Secretary and shall be entitled to sue the United 
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States in a court having jurisdiction of such claims to recover such valuation 
as would be equal to the just compensation which such court determines would 
have been payable if the vessel had been requisitioned for title under section 
902 (a) at the time of the attachment of the insurance under said policy: 
Provided, however, That in the case of a construction-subsidized vessel, the 
valuation determined by the court as such just compensation shall be reduced 
by such proportion as the amount of construction subsidy paid with respect to 
the vessel bears to the entire construction cost and capital improvements thereof 
(excluding the cost of national defense features): And provided further, That 
in the event of an election by the insured to reject the stated valuation fixed 
by the Secretary and to sue in the courts, the amount of the judgment will be 
payable without regard to the limitations contained in the twelfth paragraph 
under the heading Maritime Activities in title I of the Department of Com- 
merece and Related Agencies Appropriation Act, 1956, in the tenth paragraph 
under the heading Maritime Activities in title III of the Department of State, 
Justice, and Commerce, and the United States Information Agency Appropria- 
tion Act, 1955, in the eleventh paragraph under the heading ‘MarririMe AcrTIvI- 
Ties’ in title III of the Department of Justice, State, and Commerce Appro- 
priation Act, 1954, the tenth paragraph under the heading ‘OPERATING DIFFER- 
ENTIAL Sunsrpres’ in title II of the Independent Offices Appropriation Act, 1953, 
the corresponding paragraphs of the Independent Offices Appropriation Act, 
1952, and the Third Supplemental Appropriation Act, 1951, although the excess 
of any amounts advanced on account of just compensation over the amount of 
the court judgment will be required to be refunded. In the event of such court 
determination, premiums under the policy shall be adjusted on the basis of the 
valuation as finally determined and of the rate provided for in said policy.” 

Sec. 2. Section 902 (c) of the Merchant Marine Act, 1936, as amended (U.S. C., 
title 46, sec. 1242 (c)), is amended to read as follows: 

“(c) If any property is taken and used under authority of this section, but 
the ownership thereof is not required by the United States, the Commission, 
at the time of the taking or as soon thereafter as the exigencies of the situation 
may permit, shall transmit to the person entitled to the possession of such 
property a charter setting forth the terms which, in the Commission’s judgment, 
should govern the relationships between the United States and such person and 
a statement of the rate of hire which, in the Commission’s judgment, will be just 
compensation for the use of such property and for the services required under 
the terms of such charter. If such person does not execute and deliver such 
charter and accept such rate of hire, the Commission shall pay to such person 
as a tentative advance only, on account of such just compensation a sum equal to 
75 per centum of such rate of hire as the same may from time to time be due 
under the terms of the charter so tendered, and such person shall be entitled 
to sue the United States in a court having jurisdiction of such claims to recover 
such amounts as would be equal to just compensation for the use of the property 
and for the services required in connection with such use: Provided, however, 
That in the event of an election by such person to reject the rate of hire fixed 
by the Commission and to sue in the courts, the excess of any amounts advanced 
on account of just compensation over the amount of the court judgment will 
be required to be refunded. In the event of loss or damage to such property, due 
to operation of a risk assumed by the United States under the terms of a charter 
prescribed in this subsection, but no valuation of such vessel or other property or 
mode of compensation has been agreed to, the United States shall pay just com- 
pensation for such loss or damage, to the extent the person entitled thereto is 
not reimbursed therefor through policies of insurance against such loss or 
damage.” 

Sec. 8. The first sentence of section 902 (d) of the Merchant Marine Act, 1936, 
as amended (U.S. C., title 46, sec. 1242 (d)) is amended to read as follows: 

“(d) In all cases, the just compensation authorized by this section shall be 
determined and paid by the Commission as soon as practicable, but if the amount 
of just compensation determined by the Commission is unsatisfactory to the 
person entitled thereto, such person shall be paid, as a tentative advance only, 
75 per centum of the amount so determined and shall be entitled to sue the 
United States to recover such amount as would equal just compensation there- 
for, in the manner provided for by section 24, paragraph 20, and section 145 
of the Judicial Code (U. S. C., 1946 edition, title 2S, sees. 41 (20) and 250): 
Provided, however, That in the event of an election to reject the amount deter- 
mined by the Commission and to sue in the courts, the excess of any amounts 
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advanced on account of just compensation over the amount of the court judgment 
will be required to be refunded.” 

Seo. 4. All war-risk insurance issued under title XII of the Merchant Marine 
Act, 1936, which is in force on the date of the enactment of this Act shall, as 
of the beginning of such date, be demed to have been amended to conform to the 
requirements of section 1209 of the Merchant Marine Act, 1936, as amended by 
this Act unless the insured, within ten days after such date, objects to such 
amendment. 

Sec. 5. The first sentence of section 1206 of the Merchant Marine Act, 1936, 
as amended (46 U. 8S. C. 1286), is amended by striking out the words “during 
any time the United States is at war or during any period of emergency declared 
to exist by the President of the United States.” 

Passed the Senate May 9 (legislative day, May 7), 1956. 

Attest: 

Fre.ton M. JoHNSON, Secretary. 





COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, June 19, 1956. 
Hon. HERBERT C. BonNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives. 


Deak Mr. CHAIRMAN: Reference is made to your letter of May 15, 1956, en- 
closing copies of 8. 1833, 84th Congress, 2d session, entitled ‘“‘An act to amend the 
Merchant Marine Act of 1936, as amended” and inviting our views and recom- 
mendations thereon. 

S. 1833, as presently constituted, is an amended version of the bill as it was 
reintroduced in the Senate. As reintroduced in this Congress, 8. 1833 was iden- 
tical to S. 1878, 88d Congress, a substitute bill proposed by us. A representative 
of our Office testified before this committee on S. 1878, 83d Congress, on August 
5, 1954, and recommended its adoption. However, there was also testimony of- 
fered by representatives of the American Merchant Marine Institute and the 
Pacific American Steamship Association urging certain amendments to 8. 1878, 
83d Congress, which were designed to provide that vessels on which construction- 
differential subsidies had been granted should be treated the same as all other 
vessels, insofar as war-risk-insurance evaluations are concerned, for so long 
as they continued in private operations. Amendments designed to accomplish 
this were incorporated into 8. 1833. 

Inasmuch as we have recommended favorable consideration of S. 1878, 83d 
Congress (or 8S. 1833, 84th Cong., as originally introduced), our comments will be 
limited to the subsequent amendments as now contained in 8. 1833. 

S. 1878 provided that hull insurance coverage “shall not exceed the amount 
that would be payable if the vessel had been requisitioned for title under sec- 
tion 902 at the time of the attachment of the insurance under said policy.” As 
a consequence of the provision in section 902 (b) that the value upon taking 
by the Government of a vessel upon which a construction-differential subsidy 
had been paid shall be determined as provided in section 802 of the 1936 act 
(depreciated construction cost), the amount of war-risk insurance coverage on 
such vessels was limited. The operators of such vessels urge that this limi- 
tation upon the war-risk-insurance coverage available to them is inequitable. 
They contend that while they recognize that section 802 limitations are applica- 
ble in the event of the Government’s requisitioning of such vessels for title or 
use, that is not a valid reason for limiting their war-risk-insurance coverage 
from the time when war-risk-insurance attaches to the time when the Govern- 
ment determines that its need requires requisitioning of the vessels. In other 
words, we understand them to urge that for so long as their vessels continue in 
private operations (prior to requisitioning for title or use), they should be af- 
forded the same coverage as all other operators to the extent of their investments 
in the vessels. The formula proposed would permit them to realize any ap- 
preciated value on their investments in the vessels, as is now available to non- 
subsidized vessel owners. Considering that the justification for war-risk-insur- 
ance has been stated to be that national interest requires the Government to 
assure continuous operation of privately owned vessels during periods prior 
to Government acquisition but when commercial war-risk- insurance is not ob- 
tainable, and that the absence of sufficient insurance coverage during that period 
may serve as a deterrent to that objective, we offer no objection to the amend- 
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ments included in S. 1833. However, as indicated in Senate Report No. 1954, 
May 7, 1954, the present bill is subject to the construction that war-risk-insurance- 
valuations (just compensation under section 902 (a)), continue to apply to con- 
struction-differential vessels after requisitioning thereof for use. This would 
have the effect of removing the section 802 limitation from construction-subsidy 
vessels if they were requisitioned for use while continuing those limitations on 
such vessels if requisitioned for title. We strongly recommend against any such 
dual valuation or release of the limitation after requisitioning, either for title or 
use. We have received informal advice that this was not the intention of the 
proponents of the amendment and that they will propose an amendment to the 
bill which will make it unmistakably clear that their proposals are limited to 
providing just compensation for their vessels as contemplated by section 902 
(a), only until such time as they are requisitioned for either title or use. To 
accomplish this clarification, we recommend that the proposed amendment to 
section 1209 (a) (2) be changed by inserting between the comma and the word 
“the” on line 2, page 10, the words “for the period of insurance prior to requisi- 
tion by the Government for title or use” and by inserting between the parentheses 
and the colon on line 14, page 2, the words “and for the period of insurance after 
requisition for title or use the valuation so determined shall not exceed the 
amount which would be payable under section 802 in the case of requisition for 
title.’ Correlative changes in the provisions for court determinations of just 
compensation for construction subsidized vessels are also recommended. 

It is noted that the stated valuations on nonsubsidized vessels which would be 
determined by the Secretary and reviewable by the courts in event of the owner’s 
rejection does not expressly exclude the value of national defense features. To 
assure the elimination of the national defense features in the valuation of vessels 
on which no construction subsidy was paid, we recommend the bill be amended 
by inserting between the words “valuation” and “determined” on line 5, page 2, 
the provision “(exclusive of national defense features paid for by the Govern- 
ment ).” 

8S. 1883, if amended as herein recommended, would provide that the stated valu- 
ations on all vessels for war-risk-insurance purposes shall not exceed just com- 
pensation under section 902 (a) (excluding the cost of national defense features). 
A construction-subsidized vessel owner would receive his proportionate share of 
such just compensation if the vessel was lost while insured but before requisition- 
ing thereof for title or use. Upon and after requisitioning for title or use, the 
limitatoin of section 802 would apply to the valuation which may be received by 
the owner. 

Accordingly, if S. 1883 is further amended as herein recommended, we offer 
no objection to its favorable consideration. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


Mr. Bonner. Mr. Morse, you said that you wanted to discuss S. 1833 
this morning. 


STATEMENT OF HON. CLARENCE G. MORSE, MARITIME ADMINIS- 
TRATOR, MARITIME ADMINISTRATION AND DEPARTMENT OF 
COMMERCE 


Mr. Morse. Yes, if agreeable to the committee I would like to give 
my statement on 8. 1833. That is the war-risk insurance bill, Mr. 
Bonner. 

Mr. Bonner. Mr. Morse, did I understand you to say that the Senate 
acted on this bill ¢ 

Mr. Morse. Yes, sir. There is a report No. 1954 which was issued 
on May 7, 1956. 

Mr. Bonner. The Senate has not passed it? 

Mr. Morse. No; I do not think the Senate has passed it. This is 
merely a report of the Interstate and Foreign Commerce Committee. 
Tamsorry. The Senate has passed this bill. 
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or 


Mr. Bonner. You may proceed, Mr. Morse. 

Mr. Morse. The first section of the bill would amend section 1209 
(a) of title XII of the Merc hant Marine Act, 1936, as amended (act of 
September 7, 1950, 64 Stat. 773), as follows: 

(a) By striking out the atti which reads: 

* * * but with respect to any vessel which is insured under the provisions of 
this Act, the amount of the claim adjusted, compromised, settled, adjudged, or 
paid shall not exceed the vessel’s fair and reasonable value as determined by 
the Federal Maritime Board. 

(5) By providing that the valuation in hull policies for total loss 

purposes— 
* * * shall be a stated valuation determined by the Secretary which shall not 
exceed the amount that would be payable if the vessel had been requisitioned for 
title under section 902 (a) at the time of the attachment of the insurance * * *. 
In case of vessels built with construction-differential subsidy, such 
valuation will be reduced in the same proportion as the construction 
subsidy bears to the total construction cost plus capital improvements 
(less any national defense costs). This formula relating to valuation 
of vessels built with construction subsidy will be discussed later in 
detail. 

(c) By giving the insured the right to reject the stated valuation 
within 60 days after the attaghment of the insurance under the policy 
and thereafter, if the vessel is lost, to be paid as a tentative advance 
75 percent of such value, and to sue the United States for just compen- 
sation as if the vessel had been requisitioned for title under section 
902 (a). If the insured does not so reject the valuation, he will be 
fully and conclusively bound by the administrative determination. 

(d) By making inapplicable to court judgments the provisos con- 
tained in annual appropriation acts which limit the amount which 
may be paid under insurance policies to just compensation computed 
under section 902 (a) (except where section 802 is applicable), as 
interpreted by the General Accounting Office, and by requiring premi- 
ums to be adjusted on the basis of the valuation fin: ally deter mined by 
the court. This proviso should be amended, page 3, line 18, by insert- 
ing after the words “contained in” the following: 


the second paragraph under the heading “GENERAL PROVISIONS—MARITIME ACTIVI- 
TIES” in the Department of Commerce and Related Agencies Appropriation Act, 


1957— 
and a comma. 

Sections 2 2 and 3 of the bill would amend sections 902 (c) and 902 (d) 
of the 1936 act to make it clear that persons rejecting administrative 
tibaghitnntione of just compensation (whether for title or use) and 
bringing suit will be entitled to recover such amount as would equal, 
or be equal to just compensation, and that such persons receiving 
amounts advanced on account of just compensation must refund to the 
United States the excess of such amounts over the amounts determined 
by the court as being equal to just compensation. 

I might interpolate at this point to say that this is to cover an hiatus 
in the ‘present law so that, where a person concludes to sue for just 
compensation and receives a payment of 75 percent on account of just 
compens: ation, should the court award an amount which is less than 
the 75 percent payment, the court can award a judgment against the 

84195—56——_2 
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receiver for the excess. Let us assume, for example, that the Admin- 
istration should determine that just compensation is $100,000 and the 
owner of the property rejects that valuation. We would then tender 
him $75,000 which he would presumably accept on account, and sue in 
court to recover just compensation. Ultimately the court may deter- 
mine that just compensation was $50,000, and this would require him 
to reimburse the Government the $25,000 ‘surplus aid to him. 

Mr. Bonner. May Iaskaquestion? Suppose they might determine 
it to be higher than what you determine it ? 

Mr. Morse. Then he would get a judgment in the Court of Claims 
or wherever his suit lay, and he would recover from the Government 
the excess above the $75 000 which we had paid to him. That is true 
whether it is an insurance provision as we are recommending here or 
whether it is a suit for just compensation under section 902 where the 
Government had requisitioned the vessel for title. 

Section 4 would amend all insurance binders issued to date of enact- 
ment, in order to conform with the requirements of section 1209, as 
amended by the bill, unless the insured within 10 days after the date 
of enactment objects to amendment of the binder. 

Section 5 of the bill, which amends section 1206 of the war-risk 
insurance title, will be discussed later herein. 

The peemeeeny work necessary to have war-risk insurance immedi- 
ately available when its protection is needed for the commerce of the 
United States has been completed. War-risk insurance binders have 
been issued which would protect shipowners and crews in the event 
that commercial war-risk insurance now covering these risks is can- 
celed or terminated upon the outbreak of war or threat of war 

I will interpolate there to say that it is my understanding that at the 
present time all commercial contracts for war-risk insurance provide 
that this will terminate 48 hours after the outbreak of war involving 
the United States, Great Britain, France, or Soviet Russia, and our 
binders are now written so that they will automatically pick up when 
the commercial war-risk insurance cancels out. 

Under existing laws, two ceilings limit the amount that may be paid 
in settlement of a claim for the total loss of a vessel; that is, the “fair 
and reasonable value” of the vessel, as determined by the Federal 
Maritime Board, and the “just compensation value” of the vessel, as 
determined by the Secretary of Commerce in accordance with section 
902 (a) (except in cases where section 802 is applicable) of the Mer- 
chant Marine Act, 1936, as that section is interpreted by the General 
Accounting Office. 

Interpolating there again for a moment, the present title XIT fixes 
the war-risk insurance value at the fair and reasonable value of the 
vessel as determined by the Federal Maritime Board, but the appro- 
priations bills now prov ide that we can pay just compensation v: ofits as 
determined by the Secretary of Commerce as section 902, which is the 
compensation section, is interpreted by the General Accounting Office. 
In other words, we have to go to the General Accounting Office to find 
out how section 902 may be interpreted and then fix a value based upon 
that interpretation, so that there are these two standards set up and it 
makes it very confusing. 

It would facilitate the administration of the war-risk insurance pro- 
gram to have 1 controlling valuation standard for total loss purposes 
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to be applied by this Department alone instead of the 2 present stand- 
ards applied by 3 Government agencies. 

The bill would provide for one maximum standard of valuation— 
“just compensation”—to be applied by the Secretary of Commerce in 
determining the total loss value to be stated in the policy. The bill 
requires that the total loss value of each vessel insured under the war- 
risk insurance programs shall be stated in the insurance policy as 
determined by the Secretary of Commerce, thus fixing finally beyond 
controversy the maximum amount to be paid in the event of a total 
loss, except where the insured rejects, as permitted in the bill, the valu- 
ation within the specified time of 60 days. ‘The insured vessel owner 
will have the right under the proviso in the bill beginning in line 14 
on page 2, to reject the stated value within 60 days after the attach- 
ment of the insurance under the policy, or within 60 days after de- 
termination of the value, whichever is later. If the insured so rejects 
the stated value and there is an actual or constructive total loss of the 
vessel, the insured will be paid 75 percent of the stated value and may 
sue to recover on the policy aggregate value as the court determines 
would have been payable if the vessel had been requisitioned for title 
under section 902 (a) at the time of the attachment of the insurance 
under the policy. Thus, the insured will, in effect, be put in a position 
similar to that of an owner whose vessel has ben requisitioned under 
section 902 (a) of the 1936 act, but a premium for the insurance will 
have been paid to the United States, such premium being adjusted on 
the basis of the valuation finally allowed by the court. 

I will interpolate again to say that it was my thinking here that 
the owner of a vessel should have an identical valuation whether, 
because of interests of the Government, we conclude to requisition for 
title or whether we merely requisition for use. Where we requisition 
for use and make available to him war-risk insurance, he should not 
receive a valuation different from the valuation he would have re- 
ceived if we had requisitioned for title. Merely because the Govern- 
ment moves in one direction instead of another, it should not result 
in a different valuation to the owner. 

The proviso, page 2, lines 9 to 14, and the proviso, page 2, lines 8 
to 14, of the bill would provide a special formula for valuation for 
war-risk insurance purposes in the case of vessels which have been 
constructed with the aid of construction subsidy under the Merchant 
Marine Act, 1936. The just compensation provisions of section 902 
refer to section 802 of the act as applicable in the determination of 
just compensation in the case of purchase or requisition by the United 
States of vessels on which a construction-differential subsidy was paid. 
The section 802 formula for the computation of value of vessels (pur- 
chased or requisitioned by the United States) constructed with con- 
struction-differential subsidy runs with the title to the vessel and 
is binding on all owners thereof. 

Section 802 provides that, in no event shall the payment by the 
United States for a requisitioned or purchased vessel exceed the actual 
depreciated cost of the vessel less the depreciated amount of con- 
struction-differential subsidy, or the fair and reasonable scrap value, 
whichever is greater. The provisos just referred to would reduce 
the stated value of a vessel, otherwise determined, by such proportion 
as the amount of construction subsidy paid with respect to the vessel 
bears to the entire construction cost and capital improvements thereof 
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(excluding the cost of national-defense features). This formula takes 
into consideration the Government’s contribution to payment of the 
original cost of the vessel. 

Inasmuch as the vessel owner pays premiums for the insurance pro- 
vided by the Government, it appears that this formula is reasonable 
so long as the vessel has not been requisitioned for use by the United 
States. Under it the owner will be entitled only to that part of the 
unenhanced market value of the insured vessel which represents his 
costs. The owner of the vessel built with construction subsidy would 
be on a similar basis under the insurance coverage to the owner of a 
nonsubsidized vessel, as to their respective interests in the vessels. 
But we cannot approve this formula unless it is effective only as to 
insurance coverage for the period prior to any use requisition of the 
insured vessel, after which the insurance valuation shall not exceed 
requisition payments computed under section 802 of the 1936 act. 
We are advised that the American Merchant Marine Institute will 
propose an amendment of the bill to this committee to embody this 
policy in the measure. If an amendment to this end is approved 
by the committee, we would not object to the use of the formula under 
discussion. 

Interpolating, what I am saying here is that we have two types 
of situation fundamentally : Section 902 and section 802. Section 
902 applies to all vessels except vessels which have been built with a 
construction subsidy. Section 802 governs the vessels which have 
been built with construction subsidy. 

Under section 902 we are proposing that the insurance valuation 
be the same as the value would be if we had requisitioned the vessel 
for title, so that the owner would receive the identical loss payment or 
compensation whether the title was requisitioned or merely the use. 
In section 802, we have broken it down a little b't more. The in- 
surance people and the owners came to us and suggested that on 
802 vessels during this interim period they be permitted to insure 
for the fair market value of the vessel. I was not agreeable to that. 

When I am saying “fair-market value,” I mean section 902 value 
which is the value of the vessel at the time, excluding the enhance- 
ment resulting from the cause of the taking. In other words, under 
section 902 a value of the vessel at the time of World War IT, the 
value of the vessel on December 7, 1941, was not the value which 
we paid for just compensation purposes. It was the value as of 
September 1989 which was the determination period, and any in- 
creased value occurring subsequent to that time was considered as 
value resulting from the requirement of the taking by the Govern- 
ment, so that the Government did not pay that increased value. 

Getting back to section 802 vessels, we are proposing that we de- 
termine what the section 902 value would be of a vessel built with a 
construction subsidy and in this interim period subsequent to the 
time when the commercial insurance is caneeled but prior to the time 
when the vessels of that type are being requisitioned for title and 
use we are proposing that we insure them for a proportionate value 
which is related to the investment of the owner and the investment 
by way of construction subsidy of the Government in the vessel so that, 
if the owner has put in, say, two-thirds of the value of the vessel and 
the Government has put in one-third of the value by way of con- 
struction subsidy, the insurance shall give the owner the benefit of 
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the increase in value which is allowable under section 902 for that 
two-thirds interest, but would exclude the one-third value which is 
attributable to the proportion of the vessel covered by construction 
subsidy. Now, we are proposing that only up to the time when 
requisitions become effective; and from the time when requisitions 
become effective we are proposing that 802 values be applied across 
the board whether thhe vessel is requisitioned for title or merely 
requisitioned for use, for insurance purposes. 

Mr. Totierson. Mr. Chairman. 

Mr. Bonner. Mr. Tollefson. 

Mr. Totierson. I am not sure I got that straight in my mind about 
the increase in value of the two-thirds that the owner has put into 
the ship. 

Mr. Morse. Let me use figures and I will spell it out more clearly. 

Mr. Totierson. If you draw a picture it would be easier. 

Mr. Morse. Assume a vessel was initially built costing $300,000. 
Two hundred thousand dollars is the entire share of the owner’s con- 
tribution and $100,000 was the Government construction subsidy in 
national-defense features and odds and ends. War breaks out. ‘The 
vessel has the value then, say, of $600,000, but we have one other step 
here. Assume that, of the $600,000, $100,000 is a value which is to 
be excluded from consideration for just compensation under section 
902 as being an increase in the value resulting from the necessity for 
the taking. So, under section 902, the vessel having a fair market 
value at the outbreak of the war of $600,000, we would requisition for 
title and pay only $500,000, excluding that $100,000 for the enhance- 
ment value. 

On the $500,000 valuation we are proposing here for the war-risk in- 
surance prior to the time of requisitioning, in other words, from the 
time when the commercial war-risk insurance terminates and the 
period when requisition takes effect, that interim period, we are pro- 
posing that the war-risk insurance shall be two-thirds of that $500,000 
figure; not the full three-thirds because the Government has con- 
tributed indirectly a one-third portion of that $500,000 value. 

Mr. Toiuerson. The value of the Government’s share theoretically 
is also increased then ¢ 

Mr. Morse. That is right. 

Mr. TotieFson. The reason I asked that is that I thought you said 
in your statement that section 802 provides that in no event shall 
the payment by the United States for requisitioned or purchased ves- 
sels exceed the actual depreciated cost of the vessel less the depreciated 
amount of construction-differential subsidy or the fair and reasonable 
scrap value, whichever is greater. 

Mr. Morse. That is the way section 802 reads. 

Mr. Touierson. Yes. 

Mr. Morse. The statute only refers to requisition or purchase, so 
what we are proposing here on war-risk insurance in this interim 
period does not constitute a requisition or a purchase. That is my 
offhand view as a nonlawyer. 

Mr. TotiErson. Now the bill proposes to change that. 

Mr. Morse. No, the bill dogs not, propose to change section 802 at all. 
We are proposing that for war-risk insurance only and during this 
interim period that the Government is providing a substitute for com- 
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mercial war risk for which the owner pays a premium and, during this 
interim period, we are proposing that he receive his proportionate 
share of the increased value related to his investment in the vessel as 
compared with the Government’s investment in the vessel. 

Mr. Totierson. Thank you. 

Mr. Bonner. Why do you exclude that other $100,000 that he has 
enjoyed in the increase in the value of his vessel ? 

Mr. Morse. Why are we proposing that he participate in that in- 
creased value? 

Mr. Bonner. You started off by saying $300,000 in the vessel, and 
two-thirds of it, $200,000. When you “got. up to $600,000, you made it 
$500,000 and $100,000, 

Mr. Morse. Yes, sir. 

Mr. Bonner. Then you made it two-thirds of the $500,000 so that 
the Government really took on a greater obligation then than it did 
in the beginning, did it not? 

Mr. Morse. I am not sure I understand your question. 

Mr. Bonner. Why not $200,000 and $400,000, instead of $100,000 
and $500,000 ? 

Mr. Morse. Getting to the example I gave, the $600,000 being the 
fair market value at the outbreak of war, $100,000 was excluded on 
the basis that it was enhanced value which should be excluded under 
section 902. That left a just compensation value of $500,000. Now, 
of that $500,000, for insurance purposes we are proposing or recom- 
mending that the owner be permitted to insure up to two-thirds of 
that $500,000, and not be limited to his initial $200,000 investment. 
The reason for that is that other vessel owners who have built vessels 
without construction subsidy are entitled to insure their vessels which 
include the increased value, the normal increased value of the vessels, 
and we thought, in fairness to section 802 vessels, where they are pay- 
ing a fair premium for this war-risk insurance, that they also should 
be permitted to share in a portion of the normal increased value. 

Mr. Bonner. Mr. Zincke has questions. 

Mr. Zincxr. Well, now, the effect of that, Mr. Morse, is that, if the 
vessel is lost the day before a requisition becomes effective, the owner 
would receive two-thirds of $500,000, whereas, if the requisition is ef- 
fective, the owner would receive $200,000? 

Mr. Morsr. That is correct; and, of course, carrying that out, if 
he had war-risk insurance and it was lost the day before requisition- 
ing, or war broke out, he would get two-thirds of $500,000. If we 
requisitioned for title, he would get only section 802 value. If we 
requisitioned for use, and gave him war-risk insurance and the vessel 
was lost the day following war, you would be limited to section 802 
value. 

Mr. Zincxe. Which, on this assumption, would be this $200,000 
figure ? 

Mr. Morse. Yes; so that there is that difference in treatment; but, 
on the 802 value, after war breaks out, it was my feeling that here 
again the owner should receive the identical treatment he would re- 
ceive irrespective of whether we requisition for value or whether we 
requisition for use. He should not gain or lose depending on the 
manner of requisition. In the prewar period, since we are charging 
him a premium and it is a substitute for commercial war-risk insur- 
ance, during that interim period it was my thinking that, as a com- 
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promise, we would not oppose and in fact we favor giving him a share 
in the normal] increased market value. 

Mr. Zrncxe. Yes. ‘ 

Mr. Morse. Obviously, the United States must keep ships in opera- 
tion upon the outbreak of war or imminent threat of war, when the 
private owner cannot get war-risk insurance except at prohibitive 
rates, if at all. Hence the United States has made provision for war- 
risk insurance on ocean shipping. If war continues or ensues and 
requisition takes place, a shipowner will, under the 1936 act, get just 
compensation for his vessel in event of total loss. Under the bill, the 
shipowner who keeps his vessel going with Government insurance and 
loses it before requisition will be permitted to secure just compensation 
value for loss of the insured vessel through court determination if he 
advises within the prescribed time that he is not willing to accept the 
insurance valuation administratively fixed in his policy. On the other 
hand, if he does not reject the contract valuation, he will be finally 
and conclusively bound thereby. 

Our United States-flag merchant marine is, in a general sense, 
“captive” property. A shipowner maintains his vessels under the 
United States flag only in accordance with the regulations, liabilities, 
and restrictions on the operation, maintenance, and disposition of his 
ships. He cannot escape from our laws or our principles of valuation 
unless he separates himself entirely from the United States flag. We 
hold him in our merchant marine in the interest of national defense. 
The owner cannot dispose of his vessels in whole or in part to foreign 
interests, nor transfer them to foreign flag without the permission of 
the maritime agency. The owner is not able to get the world market 
value on disposition of his vessels and he is unable to protect himself 
in this respect against future contingencies. The owner should not 
be placed in a worse position because we choose to keep some vessels 
in private operation rather than requisition all vessels. 

With respect to the soundness of administrative valuations, in gen- 
eral, the maritime agency arrived at fair valuations which were usu- 
ally accepted by the insured and that, in the few cases where litigation 
was resorted to, the administrative valuations of the maritime agency 
were considerably less than those eventually allowed by the courts, 
even though maritime valuations were higher than the Comptroller 
General considered proper. 

Section 5 of the bill would amend section 1206 of the war-risk insur- 
ance title. Under this section the Secretary of Commerce, in time of 
war or national emergency, has authority to provide insurance for any 
person who performs services or provides facilities for or with respect 
to any American or foreign-flag vessel, public or private, against legal 
liabilities that may be incurred by such person in connection with the 
performance of such services or the providing of such facilities. Sec- 
tion 5 of the bill would amend section 1206 to provide that such insur- 
ance should be available without regard to the existence of a state of 
war or during a period of national emergency. This leaves in effect 
the requirements that insurance under section 1206 may not be pro- 
vided unless required in the prosecution of war or in connection with 
national defense, and only when it cannot be obtained at reasonable 
rates or upon reasonable conditions from the private insurance market 
in the United States. This amendment, for example, would enable 
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us to continue in effect, notwithstanding termination of the national 
emergency, certain liability insurance which we have provided for a 
towing company under contract with the Army for hauling ammuni- 
tion, full insurance for which cannot be obtained in the commercial 
market. 

We recommend favorable consideration of the bill, amended as here- 
in above suggested. 

Mr. Bonner. Mr. Tollefson. 

Mr. Totterson. I have no questions. 

Mr. Bonner. Mr. Allen. 

Mr. Atxien. Mr. Morse, it seems to me that I remember as part of 
this controversy about 4 or 5 years ago that at that time the General 
Accounting Office had fixed the depreciated book value of a vessel 
as the amount to be allowed under war-risk insurance, or the limita- 
tion of the appropriation bill was to that amount. Do you remember 
if that is correct ¢ 

Mr. Morse. No; I don’t recall. I do recall that during the war 
there was considerable controversy as to the valuations to be estab- 
lished by the War Shipping Administration in war-risk insurance 
policies. Eventually the President set up an advisory committee of 
prominent judges for the purpose of establishing rules to arrive at 
just compensation not only for just compensation but also for war 
risk. In the appropriation bills since that time there has been this 
restrictive language that the war-risk insurance value shall be just 
compensation as determined by the Secretary of Commerce pursuant 
to rules or interpretations established by the General Accounting 
Office. 

Mr. Auten. Does that mean in effect that, if the Government requi- 
sitions for title, then just compensation can be determined ultimately 
by the courts but, if the Government uses the vessel under any other 
circumstance and requisitions other than for title, then the compensa- 
tion would be the reasonable value fixed by the Secretary or the Board 
in accordance with the General Accounting Office rules? 

Mr. Morse. There are two provisions that apply now: fair and 
reasonable value which is spelled out in the war-risk insurance statute 
at the present time. That fair and reasonable value is determined 
by the Secretary of Commerce. The other provision is contained in 
the appropriation bills which say just compensation value is estab- 
lished by the Secretary of Commerce as section 902 is interpreted by 
the General Accounting Office. 

Now, I am vigorously opposed to this qualification that the Gen- 
eral Accounting Office is to make the interpretation for the determina- 
tion of section 902 values. Speaking very frankly, I think that, if 
the Congress feels that our agency is not qualified to determine section 
902 values, I think they ought to give it to some other agency. I 
don’t know of any other agency that has authority granted to them 
and then have someone else s vise the interpretation that the 
initial agency is supposed to establish. 

Mr. Atxen. Would it not be true that, if an owner came to the 
conclusion that his compensation under the war-risk insurance would 
be less than just compensation and determined by the courts, he might 
then be in a position of withdrawing his vessel from service until 
the Government requisitioner it for title ¢ 

Mr. Morse. No, sir. 





1 





WAR RISK INSURANCE 13 


Mr. Auten. How would he be forced to make it available‘ 

Mr. Morse. We have statutory authority to requisition either for 
use or for title. Secondly, we have recommended favorably the 
adoption of the ship- warrant bill which would, in effect, disentitle 
any operator to any shoreside services and bunkering and things of 
that sort unless he follows the general regulations of the War Ship- 
ping Administration or its successor in w artime. 

Mr. Aten. Even under that bill would not an operator have the 
right to tie up his vessel ¢ 

Mr. Morsr. Iam sorry. Would he not have the right to do what ¢ 

Mr. AtLen. Would he not have a right to tie up his vessel and keep 
it inoperative ? 

Mr. Morse. Section 902 authorizes us to requisititon for title or 
for use. We cannot requisition for time charter. Those are all vol- 
untary charters, but we can requisition for bareboat use, and the 
owner does not have a thing to say about it. 

Mr. AttEen. Could you requisition for use under circumstances where 
no insurance would be available to the owner 4 

Mr. Morse. Well, let us put it the other way around. We could 
requisition for use and the owner might say, “O. K., you have requi- 
sitioned for use.” Then we would tender him a bareboat form charter. 

He could say, “I will have no part of your charter. You requisi- 
tioned for use and I will sue in the courts for just compensation,” 
which he is entitled to do. 

Mr. Auten. Then you would have to operate the vessel and he 
would not? 

Mr. Morse. We cannot force them to give us a time charter where 
they would man the vessel. We can, however, force them to submit to a 
requisition for use under which we would have to conduct the manning 
operation and all other operations. 

Mr. Atiten. Thank you, sir. 

Mr. Morse. I do not know whether I have answered your question, 
Mr. Allen. 

Mr. Auten. That will do. 

Mr. Kiuczynski. Mr. Morse, an owner claims $100,000, using your 
figures. He has paid $75,000 subject to the decision of the court. 
Then he would either have to refund some of the money or get the 
balance above the $75,000. Now, if the Federal Maritime Board 
interprets fair and reasonable value, and the General Accounting Office 
just compensation value, is it possible for this owner to get more 
than the $100,000? He sues for $100,000. Can he get more than 
$100,000 ? 

Mr. Morse. He would sue for just compensation. It has been some 
years since I have filed a just-compensation suit against the Govern- 
ment but, as I recall, when we did so we claimed that the value of 
the vessel was substantially in excess of the $100,000. 

Mr. Kiuczynsxi. We are just using the $100,000. It could be $1 
million or $2 million. 

Mr. Morse. That is why in your situation he would have rejected the 
stated value of $100,000 feeling that his vessel was of a value substan- 
tially in excess of $100,000. 

Mr. Bonner. Is not the answer to that question in that most of 
the suits were for more / 
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Mr. Morse. Yes. AsI recall, the values were about 160 percent. The 
courts awarded about 160 percent of the just-compensation values 
established by the War Shipping Administration, but the General 
Accounting Office values were less than the War Shipping Administra- 
tion values, so that there was a greater spread. 

I might also say that, as I recall, there were less than 5 percent of 
the owners who rejected the stated valuation in World War II and 
sued for just compensation. 

Mr. KuuczyNsk1. The reason I asked that is that I see in Senate 
Report 1954 on page 10: “Just compensation cases decided by the 
courts * * * March 15, 1956,” on line 9, “Do Na Aurora,” that the 
owners’ claim was $1,960,000. Just compensation determined by 
WSA was $1,333,333.33 and then the just compensation determined 
by the court was $2,082,000, or $122,000 more than the owners claimed. 
Would that be a printer’s error? 

Mr. Morse. No; I am sure that was not a printing error. I would 
assume that, during the litigation, the owner revised upward his 
original just-compensation value. 

Mr. Kivuczynskt. I have no further questions. 

Mr. Bonner. Mr. Van Pelt. 

Mr. Van Petr I have no questions. 

Mr. Bonner. Mr. Ray. 

Mr. Ray. No questions 

Mr. Bonner. Mr. Mailliard. 

Mr. Matiirarp. I have no questions. 

Mr. Bonner. Mr. Zincke. 

Mr. Zrncxe. Under this bill, taking our hypothetical $100,000 valua- 
tion, if the owner rejects that valuation be continues to pay the 
premium on $100,000. When the loss occurs, he gets $75,000 and sues 
for an additional amount. 

Mr. Morse. Yes, sir. 

Mr. Zrncke. In the meantime he has been paying a premium on the 
$100,000. The bill does not provide for any declaration by him of 
value at the time he rejects your valuation does it ? 

Mr. Morse. It does not. 

Mr. Zrncke. Is there any variety of commercial insurance that 
you know of where an insured can sue for a larger amount than that 
on which he has been paying a premium ? 

Mr. Morse. No, sir. On the other hand, the owner and the insurer 
agree on the valuation to be contained in the policy. 

Mr. Zrncxe. Not necessarily. I said any other commercial insur- 
ance; for example, fire insurance on your house. You can take out 
four $5,000 policies on your $10,000 house and you will be paying pre- 
miums on $20,000. 

Mr. Morse. And collect it. 

Mr. ZrncKe. When you suffer a loss you only collect $10,000. 

_ Mr. Morse. You only collect the fair value of the house, but that 
is contrary to the principle in marine insurance. 

In marine insurance, whatever the agreed value is is paid by the 
underwriter irrespective of the value of the vessel. 

Mr. Zincxr. Is there any reason that you know of offhand why 
the owner of the vessel should not declare a valuation at the time 
that he rejects your value, and then pay a premium on his valuation ? 

Mr. Morse. No; I don’t see any reason. 
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Mr. Zincke. Would that be reasonable ? 

Mr. Morse. I think that would be feasible, but that might be some 
recognition by us that his declared value was a fair value. Bear in 
mind that the bill provides that, in the event he sues for just compensa- 
tion and an wat is made which is in excess of the stated value, the 
$100,000 value, his premiums is adjusted to the amount of the ultimate 
award. In other words, if he gets a $200,000 just-compensation 
award, he pays a premium based on a $200,000 value. 

Mr. Zrncxe. But he does get his $200,000 value in spite of the 
fact that up to that time he has been playing premium on only 
$100,000. 

Mr. Morse. Up to that time, but at the time of the award, the addi- 
tional premium is collected. 

Mr. Zincke. I think you will agree that after a loss any of us would 
be glad to pay an additional premium based on a payment, would we 
not ? 

Mr. Morse. Yes, sir. If we would provide him the higher value at 
the inception, he would be willing to pay a premium on that. I am 
sure of that. That would be on an agreed-value basis. 

Mr. Zrncxe. As a practical matter, is there any particular reason 
why every shipowner should not reject your valuation at the time you 
offer it? 

Mr. Morse. Surely there are practical reasons why they will not. 

Mr. Zrncxe. Why ? 

Mr. Morse. Experience in the last war was that 95 percent of them 
did accept the stated value. 

Mr. Zincxe. What do they have to lose by rejecting ? 

Mr. Morse. Lawyer’s S fees, delays, litigation. 

Mr. Zincxe. They get 75 percent of the amount to begin with. 

Mr. Morse. They don’t build up their good will with the agency that 
they are doing business with over the years. 

Mr. ZincKe. Well, experience has shown that that is not a deterring 
factor. The very company or at least one of the very companies that 
disputed you on value is now actively negotiating w ith you for further 
oper rations. 

Mr. Morse. That is correct. 

Mr. Bonner. Are there any other questions? 

Thank you, Mr. Morse. 

Mr. Morsr. Thank you very much, Mr. Bonner. 

Mr. Bonner. That will conclude the public hearing today. 

(Whereupon, at 11:45 a. m., the hearing was recessed subject to the 
call of the Chair.) 
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TUESDAY, JUNE 19, 1956 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON MERCHANT MARINE OF THE 
COMMITTEE ON MERCHANT MARINE AND FISHERIES, 
Washington, D. ( 
The subcommittee met, at 10 a. m., in the committee room of the 
House Committee on Merchant Marine and Fisheries, Hon. Herbert C. 
Bonner (chairman of the subcommittee) presiding. 
Mr. Bonner. The subcommittee will come to order. 
This morning we will continue our hearings on 8S. 1833, to amend 
the Merchant Marine Act of 1936, as amended (war risk insurance). 
The first witness is Mr. Hugh Williamson of the Association of 
American Ship Owners. 


STATEMENT OF HUGH S. WILLIAMSON, VICE PRESIDENT, 
ASSOCIATION OF AMERICAN SHIP OWNERS 


Mr. Witu1amson. Mr. Chairman and gentlemen of the committee, 
my name is Hugh S. Williamson. I am an attorney at law and vice 
president of the Association of American Ship Owners, which has 
offices at 76 Beaver Street, New York, N. Y., and at 1317 F Street 
NW., here in Washington. 

This bill is intended to correct serious defects in the present war- 
risk insurance law. The bill as originally introduced in the Senate 
was identical to S. 1878, (last Congress), in the same form in which it 
passed the Senate in April 1954. It was fully endorsed by the General 
Accounting Office. 

The Senate amended S. 1833 in two principal respects: First, it has 
made certain amendments applicable to vessels built with a construc 
tion subsidy. Inasmuch as none of our members owns vessels built 
with a construction subsidy, we have no special interest in these 
amendments. Secondly, the bill incorporates an amendment recom- 
mended by the Maritime Administration providing that the valua- 
tion in the policy shall be “a stated valuation.” 

The previous war-risk-insurance law, which was a subtitle to title IT 
of the Merchant Marine Act, 1936, was repealed in 1947. That law 
was availed of extensively by the Government to ensure the continued 
operations of the American merchant marine during World War II. 
It was especially useful in the early years of that war, when the Mari- 
time Commission preferred the practice of chartering vessels from 
their owners rather than requisitioning them. 

Under that practice, the owner was tendered a written charter 


together with a war-risk policy which provided for two alternative 
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vessel valuations: first, a stated dollar value determined by the Mari- 
time Commission and, secondly, a just compensation value determined 
in accordance with section 902 of the 1936 act in the event the owner 
was dissatisfied with the stated dollar value. Under that law an owner 
who was dissatisfied with the Commission’s estimate of his vessel’s 
value had the right to reject that value and to have its value judicially 
determined under the just compensation standards provided in sec- 
tion 902 of the 1936 act. This right to just compensation gave the 
owner cooperating with the Maritime Commission on the chartering 
program the same protection as an owner of vessels which were requi- 
sitioned. 

When the present war-risk-insurance law was enacted in 1950 dur- 
ing the Korean emergency, as title XII of the 1936 act, Congress act- 
ing on advice of the Maritime Administration made certain changes 
in the language of the former law. These changes appear to have 
denied to the owner of an insured vessel the right to have its value 
determined in accordance with the just compensation standards of 
section 902. 

Further, as things now stand, it appears that by reason of several 
riders attached to appropriation acts, payment of even a court judg- 
ment may not be in excess of the GAO’s interpretation of just com- 
pensation. 

The effect of these provisions of the present law and the appro- 
priation act riders is that vessel war-risk-insurance valuations are an 
unacceptable alternative to outright requisition. S. 1833 will correct 
these defects by specifically providing that a shipowner may have a 
right to reject an administrative determination of a vessel’s insur- 
ance value and to have such value determined by a court in accordance 
with the just-compensation standards provided in section 902 and 
without regard to the appropriation act riders. Moreover, this bill 
makes this judicial review procedure a “two-way street.” That is, 
in the event that the amount paid to the shipowner by the Maritime 
Administration is determined by the reviewing court to exceed just 
compensation, the Government may recover the excess from the ship- 
owner. 

We respectfully submit that the changes proposed by this bill are 
in the public interest. As the Senate committee said of the bill: 

The bill, as a whole, is the springboard from which an efficient and work- 
able war-risk-insurance program can be launched and such a program is of 
the highest importance to the United States in case of war. 

Mr. Bonner. Mr. Allen? 

Mr. Auten. Mr. Chairman. 

Mr. Williamson, I believe that Mr. Morse said that the stated value 
would be paid in connection with maritime insurance but only the 
actual values would be paid customarily in the usual private-insurance 
policies. Would that be because when ‘there is a total loss at sea there 
is no way of determining the value? What is the reason that the 
stated value is paid? 

Mr. Wixiuramson. I am not too sure I am qualified to answer that, 
but if I do understand you, the stated value might be paid and a 
person might receive what he considered to be perhaps 75 percent of 
what he is entitled to, but at least he would have that to work with 
while he went on to contest the other 25 percent he was claiming. 
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I am not sure that is addressed to your question. 

Mr. Aten. I was trying to get at the reasoning behind the princi- 
ple that two parties to an insurance policy can state a value which 
may or may not be the actual value and have it paid. 

Mr. Wiiu1AMson. And pay a premium accordingly, I suppose. 

Mr. Aen. Yes. 

Mr. Wiiuiamson. I do not know why that could not be done here. 
I understand it to be so that the Maritime Commission fixes that stated 
value. The owner cannot do much about it but just argue. 

Mr. Aten. In other words, the value is agreed upon at the outset ? 

Mr. Wriiu1aMson. As I understand it at present it is an administra- 
tive act. The Maritime Commission could fix that valuation and 
then the owner has it. That is all there is to it. This is to give him 
a chance to have a court review of the justice of such a determination. 

Mr. AuLen. I presume the stated value was actually based on an 
appraisal. 

Mr. Witu1amson. It would be here, as I understand the present law, 
the opinion or judgment of the Maritime Commission. 

Mr. Aten. On page 3 of your statement, in the first sentence, you 
state: 

The effect of these provisions of the present law and the appropriation act 
riders is that vessel war-risk-insurance valuations are an unacceptable alterna- 
tive to outright requisition. 

Would you elaborate on that statement for me a little bit? I did not 
quite understand what the alternatives were. 

Mr. Wiiu1amson. Well, I believe what is intended by the language 
is this: You would be better off not to sit down and make an agree- 
ment with the Government under present law. You would be better 
off if they would peremptorily requisition your boat. 

Mr. Auxen. In other words, if they requisition your vessel ulti- 
mately you would get just compensation ? 

Mr. Witiiamson. I think it is quite clear under the present law 
that if you were requisitioned and you were not happy with determi- 
nation of loss you could go and have a court review. 

Mr. ALLEN. I presume that would be under the constitutional pro- 
vision that property may not be seized without just compensation. 

Mr. Wituramson. I think the law provides for that quite clearly, if 
you are requisitioned. 

Mr. Bonner. Any other questions? 

Mr. Van Petr. No questions. 

Mr. Ray. No questions. 

Mr. Petiy. No questions. 

Mr. Bonner. Does counsel have any questions ? 

Mr. ZincKE (counsel). I have one question. 

Mr. Williamson, this bill as it stands provides that the premiums 
paid by the owner shall be based upon the valuation fixed by the 
Government. In the event that the owner rejects the valuation fixed 
by the Government, would there be any objection to an increased 
premium based upon the owner’s valuation ? 

Mr. Wiuu1amson. Are you referring to the situation at the time 
the contract is being made; when the policy is being drawn up? 

Mr. Zrncxez. The provision of this war-risk-insurance policy is that 
within 60 days after determination of such valuation by the Secretary 
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or within 60 days after the attachment of insurance under the policy 
the owner has the right to reject the valuation fixed by the Government. 
In the event the owner does reject the valuation have you any ob- 
jection to an increased premium based upon the owner’s valuation ? 

Mr. Wituiamson. I would not think you could have. 

Mr. Zincke. Thank you, sir. 

Mr. Bonner. Our next witness is Mr. Rice, from the American 
Merchant Marine Institute. 


STATEMENT OF ALBERT E. RICE, COUNSEL, AMERICAN MERCHANT 
MARINE INSTITUTE, INC. 


Mr. Rice. Mr. Chairman, my name is Albert E. Rice. 

I should like to address myself to the question which counsel asked 
the prior witness. 

The bill now provides that in the case there is a suit for just com- 
pensation and there is a different amount fixed from the amount 
originally stated in the policy that the premiums shall be adjusted 
in accordance with whatever the final determination is. 

Mr. Bonner. The counsel was talking about paying the premium 
at the time the owner claims a higher valuation. 

Mr. Zrnoxe. Mr. Rice, your point is that the way the bill reads 
now the owner does not pay a premium on the amount of insurance 
he believes proper unless and until there is a loss. 

Mr. Rice. That is right. 

Mr. Zrncxe. In the event there is no loss he is in the position of 
claiming a higher valuation but not paying a premium for that higher 
valuation. 

Mr. Rice. That is right; yes,sir. That is true. 

Mr. Zincxe. Is there any objection to his paying a premium on 
his claimed valuation ? 

Mr. Rice. If he has any figure I suppose he should. 

Mr. Zincxe. We assume if he rejects the Government’s valuation he 
must have something in mind, do we not ? 

Mr. Rice. He thinks he has a right to just compensation. I assume 
he would not do that unless he thought it was higher than the 
stated valuation, but there is no certainty that he is right. I do not 
know how he would fix any price on the just compensation. 

Mr. Zrncxe. In other words, you feel that the owner should have a 
wide open gamble ? 

Mr. Rice. No. 

Mr. Zincxe. He can just say to the Government: “I do not think 
your value is right, but I want to gamble on what somebody else 
will give me.” 

Mr. Rice. No,sir. L[agree fully with you that if there is any higher 
determination he should pay it. I just say as a practical matter I 
do not think he can put any price on what he believes it should be 
or what the court will do. 

Mr. Zincxr. Does he not have to state his belief when he finally 
goes to court ¢ 

Mr. Rice. No. Hesues for just compensation. 

Mr. Zincxe. And he does not produce an expert or anybody else 
to put a figure on just compensation? He merely goes into court and 
says: “Judge, I want just compensation.” 
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Mr. Rice. No; he has to produce evidence. 

Mr. Zincxe. And the seidance' is a figure ¢ 

Mr. Rice. There will be various figures, I assume. 

As a practical matter, I do not think he can put a price on it. If 
he put a price on it and paid the premiums they would have to be 
adjusted later in case of loss. There is no objection there. 

As a matter of fact, originally, I think, when the first act came up 
in 1950, when it was "claimed they should be able to put their own 
valuation on it, the idea was that they pay the premiums; this is 
a business transation and they should pay for it. 

Mr. Zincxe. Thank you, sir. 

Mr. Rice. Yes, sir. 


(The full statement by Mr. Rice follows :) 


STATEMENT OF ALBERT E. Rick, REPRESENTING THE AMERICAN MERCHANT MARINE 
INSTITUTE, INC. 

My name is Albert E. Rice. I am counsel of the American Merchant Marine 
Institute, Ine., an organization representing the owners of a substantial ma- 
jority of American-flag shipping of all categories, dry cargo, liners, contract 
carriers, industrial carriers, and subsidized lines. 

We are appearing in support of S. 1833 on war-risk insurance. 
ized to say that this testimony has been reviewed by the Committe 
Steamship Lines who join with us in this position. 

As a result of experience in World War II, it has been recognized by Con- 
gress that the national interest requires the Government to provide marine 
war-risk insurance at times when private war-risk insurance becomes un- 
available or prohibitively expensive. 

With this need in mind, in 1950 Congress enacted the present war-risk in- 
surance law, which was continued until 1960 under the extension enacted last 
year. This law authorizes the Secretary of Commerce to provide war-risk in- 
surance in a variety of situations, two of which, affecting insurance on private 
vessels, are of importance in the consideration of this bill. They are: First, 
the period after the outbreak of a major war but before requisition of private 
vessels by the Government, and secondly, the period after requisition. In the 
lirst situation, private war-risk insurance would become unavailable as a 
practical matter within 48 hours, and yet it would be imperative at such a time 
that private operation of vessels continue uninterrupted until 
made that requisition for Government use is necessary. In the second case, 
after requisition, the owners of vessels are entitled to just compensation in case 
of a loss and are not directly involved in the question of 
amount and type of war-risk insurance then becomes a 
mental adjustment. We are only concerned, therefore 
when it is in the national interest that privately 
sail the seas. 

Under existing law the Secretary of Commerce is permitted to provide war- 
risk insurance during this critical period, but the amount of such insurance 
is fixed by the Secretary as his determination of the fair and reasonable value 
of a vessel at the time the insurance becomes effective. There is no adequate 
remedy for vessel owners if such determination is arbitrary, and the situation 
is further complicated by the fact that riders to recent appropriation bills have 
limited any payments to vessel owners to an amount determined by the Gen- 
eral Accounting Office to be “just compensation.” 

The shipping industry has not, and does not now, ask that war-risk insurance 
furnished by the Government be excessive or unreasonable, but only that they 
be adequately protected when operating ships at a time when such operation is 
in the best interest of the Nation. 

After hearings in 1954, the Senate passed a bill, S. 1878, amending the War 
Risk Act in accordance with suggestions by the General Accounting Office, but 
in the closing days of the session the bill could not be considered by this com- 
mittee. 

As introduced during this session, 8. 1833 was identical to the bill previously 
passed by the Senate. However, at the hearings in the Senate in March further 
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suggestions for changes were made by the Maritime Administration, the GAO, 
and by industry. As reported out by Senator Magnuson’s committee and passed 
by the Senate, S. 1833 represents a jointly worked-out program designed to 
meet what each interested group considered essential to a reasonable, efficient 
war-risk insurance law. 

S. 1833 will end the confusing situation as to war-risk insurance valuation, and 
will permit a vessel owner who disagrees with the war-risk valuation determined 
by the Secretary to ask for a court determination of just compensation. As in 
the case of requisition this procedure insures that no arbitrary and inadequate 
payment will result. 

In the light of present world conditions, the entire shipping industry urges 
that this committee give favorable consideration to S. 1833. 

I would like to highlight one important change made by the Senate because 
I believe it emphasizes the essential fairness of the bill before you. Under the 
present language of S. 1833, vessels built with the aid of a construction-differen- 
tial subsidy, and subject to the provisions of section 802 of the Marchant Marine 
Act in the case of requisition, Would not be limited as in requisition to a war-risk 
insurance valuation equivalent to book value of the vessel (i. e., construction 
cost, less construction subsidy) depreciated to the date of loss, but would be 
entitled to true “just compensation” on the basis of the private investment in 
the vessel. ; 

The original proposal for a strict section 802 valuation for these vessels rested 
upon a miscomprehension of both the nature and purpose of war-risk insurance 
as provided by the Government during the limited period between the outbreak 
of war (and termination of private insurance) and actual governmental requi- 
sition, 

During this period, war-risk insurance is a real business activity. Premiums 
are paid to the Government depending upon the risks involved. Vessels and 
cargo are still a matter of private operation, and if they are to sail there must 
be a fair insurance valuation. It is ridiculous to insist that at a time when every 
national interest requires continuation of all-out-waterborne commerce one ves- 
sel would be able to operate under private ownership covered by war-risk insur- 
ance equal to its unenhanced market value, while another similar vessel, merely 
because it was subject to section 802 when and if requisition occurred, would 
have to operate with a war-risk valuation based upon a much lower depreciated 
value. 

Although required to replace underwriting which has become too risky for 
limited private resources, war-risk insurance is, by no means, a governmental 
gift. During World War II, premiums on war-risk insurance exceeded claims 
by more than $130 million. In such a situation, it is not unreasonable to pro- 
vide that an owner who is willing to pay premiums calculated on the risk should 
be able to insure his own investment in a section 802 vessel for the same unen- 
hanced market or “just compensation” value as the owner of a similar vessel 
built without construction-differential aid. 

During the critical period prior to requisition the Government is in the same 
position as any private insurance underwriter. It is receiving premiums cal- 
culated to cover the costs of whatever claims may arise. It is immaterial, there- 
fore, what war-risk insurance valuation is established for any vessel as long as 
such valuation does not exceed the ordinary measure of just compensation. 

The bill before you provides equity between shipowners on this point. As 
stated in the report of the Senate Comittee on Interstate and Foreign Commerce: 

“In other words, any enhancement or increase in value due to world market 
economic factors (and not prohibited by sec. 902 (a)) would accrue to non- 
eonstruction subsidy vessel owners alike, percentagewise, on the basis of their 
investment in the ship.” 

As a result of another statement in the report of the Senate committee, it is 
not entirely clear that the special proposal wih respect to section 802 vessels is 
intended to apply only until actual requisition. We believe this point should 
be clarified, and accordingly recommend that the bill be amended by the changes 
a in the appendix attached hereto, and that this committee report S. 1833 
avorably. 


Mr. Rice. The Senate indicated that this extra privilege for section 
802 vessels would continue after requisition. That is not the purpose 
of it. Therefore we are recommending changes in S. 1833, as set forth 
in the appendix attached hereto. 
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(The appendix referred to is as follows: ) 


APPENDIX 
SUGGESTED AMENDMENTS OF 8. 1833 

I. Change the amendment of the commencement of section 1209 (a) (2) to 
read: 

““(2) In respect of hull insurance, the valuation in the policy for actual or 
constructive total loss of the vessel insured shall be a stated valuation determined 
by the Secretary which shall not exceed the amount that would be payable if 
the vessel had been requisitioned for title under section 902 (a) at the time 
of the attachment of the insurance under said policy: Provided, however, That 
in the case of a construction-subsidized vessel, for the period of insurance prior 
to actual requisition for use, the valuation so determined shall be reduced by 
such proportion as the amount of construction subsidy paid with respect to the 
vessel bears to the entire construction cost and capital improvements thereof 
(excluding the cost of national defense features), and for the period of insurance 
after actual requisition for use the valuation so determined shall not exceed 


the amount which would be payable undcr section 802 in the case of requisition 
for title: + * >” 


II. Change the amendment of clause (2) providing for court determination 
of just compensation for construction subsidized vessels to read: 

“* * * Provided, however, That in the case of a construction-subsidized vessel, 
the valuation determined by the court as such just compensation for any period 
of insurance prior to actual requisition for use of the vessel shall be reduced 
by such proportion as the amount of construction subsidy paid with respect to 
the vessel bears to the entire construction cost and capital improvements thereof 
(excluding the cost of national defense features), and for any period of insurance 
after actual requisition for use, the valuation determined by the court shall be 
the amount which would have been payable under section 802 in the case of 
requisition for title: * * *” 

Mr. Rice. The changes are underlined, and you will see that up until 
requisition a nonconstruction subsidy vessel and a subsidy vessel would 
get whatever proper enhancement they would be entitled to for the 
amount of money they have in the vessel. After requisition the sec- 
tion 802 vessel would go right down to the section 802 valuation, which 
presumably would be lower. 

Mr. Bonner. Mr. Allen ? 

Mr. AuLen. Mr. Chairman. 

Mr. Rice, you use the words on page 6, in the quotation: 

In other words, any enhancement or increase in value due to world market 
economic factors— 
and so forth. Would that enhancement include the enhancement 
arising out of the cause of seizure or requisition / 

Mr. Rice. No; it would not. The idea is that whatever enhance- 
ment anybody is entitled to is the enhancement he would be entitled 
to under section 902 as just compensation, and no more. 

Mr. Auten. No more? 

Mr. Rice. If I may explain, in the case of a nonconstruction subsidy 
vessel, let us assume it cost $2 million and had been depreciated for 
10 years, so that its depreciated value was $1 million. The just com- 
pensation value, let us say, would be $1.5 million. That would be just 
market costs going ahead, not having anything to do with the war. 
That man would receive $1.5 million under just compensation. 

Now, in the case of a construction subsidy vessel, let us say that that 
also cost $2 million and that there had been, for convenience, let us say, 
a 50 percent subsidy, so that the owner had $1 million in it. Now, the 
vessel has been depreciated for 10 years, so that his investment there 
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would have been depreciated from the $1 million down to $500,000. 
In the same position as the nonconstruction subsidy vessel, general 
world conditions had raised the market value, we will say—the true 
just compensation value—of the whole vessel to $1.5 million. In that 
case he would get until requisitioned $750,000, one-half of the $1.5 
million. At the time of requisition, however, he would fall under 
section 802 and he would be down to his depreciated price. 

Mr. Auten. In the measure, unless the owner can insure up to the 
value which would be fixed by just compensation he would not receive 
a sufficient payment upon a total loss to give him an opportunity to 
acquire a vessel similar in age and value to the vessel he bought. 

Mr. Rice. That is one of the justifications for permitting this 
amount. 

Mr. AtueNn. Getting back to the premium question, I take it from 
the fact that there was a large profit that war-risk insurance has no 
provision such as the one I believe is in the Home Owners Loan Corpo- 
ration insurance and possibly the Federal Housing Administration 
insurance, where, after a profit was realized on the insurance fund, 
the fund was redistributed among those who paid the premiums. 

Mr. Rice. No, sir; it was not. 

Mr. AuuEen. In this case it would seem if there were a difference in 
value between the declared value that the owner desired to establish 
and that which the Maritime Commission established that if it were 
later found on a loss that the Maritime Commission value were 
adopted there should be a refund of the excess collected. Would that 
not be equitable if the owner is to pay a higher premium at the outset ? 

Mr. Rice. I assumed that is what counsel meant; that he would 
have to pay it originally but when the court determined the value there 
would be an adjustment either way. 

Mr. Bonner. It would work both ways. 

Mr. Atxien. The objective, then, is to operate the war-risk-insurance 
fund without profit or loss ? 

Mr. Rice. I suppose that would be the most equitable. In insur- 
ance, however, you are never sure how you are going to come out, 
because you can only estimate what the losses will be. 

Mr. Autry. Thank you, sir. 

Mr. Bonner. You would show a profit where there was no loss, but 
if you had the maximum anticipated possible loss you would not show 
any profit. 

Mr. Rice. If you expected the loss you would charge higher pre- 
miums, I am sure. 

Mr. Atten. What I was driving at is this: If the whole operation 
of war-risk insurance were carried on with exactly accurate estimates 
of the loss you would end up with the Government being neither out 
any money nor having realized a profit. 

Mr. Rice. That probably would be true, sir. 

Mr. Auten. Thank you. 

Mr. Van Per. No questions. 

Mr. Ray. No questions. 

Mr. Petiy. I would like to ask one question. 

I am not familiar with the so-called war-risk insurance. Was that 
handled by the Maritime Administration ? 

Mr. Rice. Yes; it was. 
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Mr. Pextxy. And that $130 million excess over losses reverted to the 
Federal Government ? 

Mr. Rice. Yes, sir; it did. 

Mr. Petiy. That is all. 

Mr. Bonner. Does counsel have any questions? 

Mr. Zincxe. Mr. Rice, just so we understand each other on this 
suggested change, the Government values the vessel at $100,000 and 
the owner rejects that valuation and says the vessel is worth $200,000. 
He then pays a premium based on the $200,000. If subsequently a 
court determines that the vessel is worth $150,000, he would get back 
one-fourth of his total premiums ? 

Mr. Rice. That is the way I understand it. 

Mr. Zincke. Is that the way we both understand it ? 

Mr. Rice. That is the way I understand it. I would just raise 
one point when you are considering this. Although the man sues for 
just compensation he may have a lot of evidence to come in with. I 
am not sure he can, at the time that he refuses the stated valuation, 
say the exact price will be so much. I think he ought to pay a higher 
premium, but I do not think his case before the court should be com- 
pletely viewed on what he did at that time. 

Mr. Zincke. Well, the day before the emergency arises, when he 
has commercial insurance, there is a figure in the commercial insurazice ; 
is there not ? 

Mr. Rice. Yes. 

Mr. Zincxr. So that if this is a substitute for the commercial in- 
surance he would be merely required to declare to the Government, 
as he had be2n previously required to declare to a private insuror, 
his opinion of the value of the vessel ? 

Mr. Rice. ‘That would be all right. 

Mr. Bonntr. Are there any further questions? Mr. Tollefson ? 

Mr. Totieson. No questions, Mr. Chai1man. 


Mr. Bonnyr. The next witness is Mr. Dewey of the Paciiic American 
Steamship Association. 


STATEMENT OF RALPH B. DEWEY, VICE PRESIDENT, PACIFIC 
AMERICAN STEAMSHIP ASSOCIATION 


Mr. Dewey. Mr. Chairman, I have a letter addressed to you as 
chairman which I should like to file for the record. I think the testi- 
mony of previous witnesses is entirely adequate. 

Mr. Bonner. All right. 

(The letter is as follows :) 


PACIFIC AMERICAN STEAMSHIP ASSOCIATION, 
Washington, D. C., Jume 18, 1956. 
Re 8S. 1833, war-risk insurance. 
Hon. HERBERT C. BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D. C. 


Deak Mr. CHAIRMAN: The Pacific American Steamship Association takes this 
opportunity to express its wholehéarted support for the above legislation which 
restores the right of shipowners to sue in the courts for just compensation when 
vessels are lost during national emergencies. The bill would also set a single 
standard of valuation for losses arising under both war-risk insurance and 
outright requisition by the Government. Present law regarding war-risk insur- 
ance is confusing and inequitable as between types of vessel losses. 
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As the committee is well aware, commercial hull insurance automatically 
expires 48 hours after the outbreak of war. After that time, private war- 
risk insurance is either unavailable or is only available at an exhorbitant cost. 
Government war-risk insurance, as provided in Public Law 763 in the 81st 
Congress, provides protection to the shipowner during the short period between 
the termination of coverage between private insurance and outright requisition 
of vessels by the Federal Government. 

Unfortunately, the intent of Public Law 763 has been somewhat nullified by 
a succession of clauses in various appropriations acts since 1951, which clauses 
have had the effect of prohibiting the Department of Commerce from indemnifying 
shipowners in an amount greater than just compensation, as interpreted by the 
General Accounting Office. Effectively, this means that the right of the ship- 
owner to sue for just compensation in the courts has been denied by riders 
in these appropriations acts and one of the principal purposes of S. 1833 will 
be to restore the judicial view of just compensation as set by the Department 
of Commerce. 

At present, the shipowner only has the right to sue for just compensation in 
ease of requisition. 

In our view, the legislation is equitable and fair and is entirely consistent with 
privileges granted other owners of private property to sue in the courts when- 
ever his property has been requisitioned or lost under Government jurisdiction 
and where the property owner is not satisfied that just compensation has been 
achieved. 

It is also our view that this legislation does not go beyond the original intent 
of the authors of Public Law 763, passed in 1950, but in fact, simply clarifies 
legislative intent evident at that time. 

We would, however, suggest a technical clarification in the legislation on 
page 3, line 18, where the following should be inserted after the word “con- 
tained”: “in the twelfth paragraph under the heading ‘Maritime Activities’ in 
the Department of Commerce and Related Agencies Appropriations Act, 1957,’’. 

It would be appreciated if this letter could be incorporated in the printed record 
on this legislation. 

Very truly yours, 
Ravpu B. Dewey, Vice President. 


Mr. Bonner. For the record, we will hear from the General Ac- 
counting Office. 


STATEMENT OF GRAYDON ANDREWS, GENERAL ACCOUNTING 
OFFICE 


Mr. Anprews. Mr. Chairman and gentlemen, for the record, I am 
Graydon Andrews, attorney, General Accounting Office. 

Mr. Bonner. As we understand it, the General Accounting Office 
addressed a letter to the committee dated in June 1956. You agree 
with the proposed legislation including the amendments that have 
been offered ? 

Mr. Anprews. Yes, sir; as amended we have no opposition to the 
bill. 

Mr. Bonner. Thank you, sir. 

Mr. Auten. May I ask one question ? 

Mr. Anprews. Yes, sir. 

Mr. Auten. Reference has been made in some of the testimony fo 
the fact that payments should be made of just compensation as fixed 
by the General Accounting Office. It seemed to me that just com- 
pensation was provided probably under the constitutional provision 
that property might not be taken without just compensation, and that 
in that event the Constitution contemplated that the differences of 
opinion should be settled by a court. That leads me to the question 
as to whether it is proper under the Constitution to have the General 





WAR RISK INSURANCE 27 


Accounting Office or the executive department or anyone else fix just 
compensation. 

Mr. Anprews. Mr. Allen, I would like to say in the first place that 
the GAO does not fix just compensation. The only provision in the 
appropriation riders is that the Maritime Administration shall de- 
termine just compensation in accordance with section 902 (a) as 
interpreted ‘by the General Accounting Office. 

The problem arises with respect to the prohibited enhancement 
provided in section 902 (a). Also, as to any court review, this bill 
so provides and the General Accounting Office has expressly approved 
of this idea. 

But somebody has to determine just compensation as comeenipaiee 
under section 902 (a) in the first place. That is determined by the 
Maritime Administration. ; 

As a practical matter we have been working pretty closely together, 
trying to avoid the difficulties experienced during World War II, to 
the extent that they have established valuations on various types of 
vessels as of 1950, which was a critical date established in the GAO 
decision, at which time it was agreed between both agencies that there 
was no prohibited enhancement involved. 

The prohibited enhancement is the only question that arises in 
this matter. They have revised that date subsequently and it has so 
been approved by the General Accounting Office. 

Our idea and hope is that as they revise these figures on the valua- 
tions of various classes of vessels that we will be able to agree that 
the latest most current figure does not include any prohibited en- 
hancement and therefore represents just compensation as contemplated 
by section 902 (a). 

We do not set the figures. We only have agreed by decision on 
submission from the Maritime Commission as to whether or not the 
latest figures do include prohibited enhancement. Our understand- 
ing is that the Maritime Administration—and they have not yet 
arrived at this—contemplates an annual review of these valuations. 
Our hope is that by so doing and by recurring agreement between the 
GAO and the Maritime Administration the area in which there could 
be any disagreement as to the prohibited enhancement will be nar- 
rowed to a maximum of 1 year. But it is not a correct statement, 
as was made by Mr. Rice, that GAO determines just compensation. 
We do not. And we have not opposed any judicial review. 

Mr. Auten. Is the figure of just compensation under section 902 
determined by the Maritime Commission a final figure, or is that 
subject to judicial review ? 

Mr. Anprews. If in the insurance contract they have a stated 
valuation as contemplated by this bill and it is not objected to within 
60 days then it is final as between the parties. But there you have 
a stated valuation. 

Mr. AutEN. There is an agreement rather than an open question ? 

Mr. Anprews. Correct; yes, sir. Except under section 902 (a)— 
and I keep emphasizing subsection (a) because that is where pro- 
hibited enhancement comes in—your just compensation as con- 
templated there is a ceiling in effect on what they may state as a val- 
uation. Ifthe operator is in agreement with the valuation they place 
on it, the stated valuation, and makes no objection in 60 days it is 
fixed and final by virtue of the contract of insurance. 














28 WAR RISK INSURANCE 


Mr. ALLEN. What I am getting at ultimately is whether the words 
“just compensation” as used in the Constitution and the words “just 
compensation” used in section 902 (a) are synonymous. 

Mr. Anprews. We think they should be, Mr. Allen, but if there 
is any question about the prohibited enhancement of section 902 (a) 
being taken into account on this just compensation, and if that is 
questionable as to its constitutionality the General Accounting Office 
of course considers it constitutional until otherwise declared. 

I might add that in the Richard S. Cors v. United States case the 
Supreme Court considered just compensation in that matter and took 
no objection to the prohibited enhancement provision of the law. 
They took the position generally that the Government should not 
be made to pay the higher price created by its demand, which is 
exactly what section 902 (a) contemplated. 

Mr. Auten. I have one final question. If in your opinion the words 
“just compensation” used in the two places are synonymous, would it 
not follow that the ultimate difference of opinion would have to be 
settled by a judicial review ? 

Mr. Anprews. If there is a difference of opinion; yes, sir. 

Mr. Auten. Thank you, Mr. Chairman. 

Mr. Van Pevr. No questions. 

Mr. Ray. No questions. 

Mr. Petiy. No questions. 

Mr. Bonner. Does counsel have any further questions? 

Mr. Zincxe. No, sir. 

Mr. Bonner. That concludes the hearings on S. 1833. 

(Thereupon, at 10:55 a. m., Tuesday, June 19, 1956, the subcom- 
mittee proceeded to other business.) 


Xx 





